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he The Chain Store Problem 

ri A study of the economic and social significance of the 

‘ang (growth of chain stores was made last summer by Edward 

wat @ Ernst and Emil M. Hartl, graduate students in Boston 
University School of Theology. The data gathered have 

nited fy been put at the disposal of this Department, and were 

nin @ 280 made the basis of a series of articles in The Nation 

ace @ (New York) in its issues of November 12, 19, 26, and 

tions @ December 3. The quotations occurring in this summary 

event from those articles. 

n or «©The study covered ten representative towns and cities 
ranging from 3,700 to 92,000 in population.’ The sample 

yn in (Of stores included 24 chain groceries representing 13 sys- 

, sug- fm tems, 21 independent groceries, and 41 chain stores and 

stionfmy 9 independents in other lines than groceries, a total of 

ell stores. 

pare In the recent election a number of United States Sena- 

which § tors appealed to their constituents for support on the basis 

1-will, @ of their anti-chain convictions. A few states have passed 

is the § laws which levy special taxes on chain stores but these 

ce of have been held unconstitutional. Many newspapers and 
radio stations have been enlisted in the fight against chains. 
“In Danville, Virginia, a clerk in an independent store 

M § was dismissed from service because he made a purchase 

yurt inf Machain store. A school teacher in Michigan was re- 

rother- fused her contract on the ground that she had been seen 

199, @ one of these foreign-owned establishments.” Indepen- 

‘th the dent merchants, wholesalers, and producers are devising 

-t theit @ Methods of meeting the pressure of chain store competi- 


tion. Thus there is evidence of an economic struggle 
which has large implications. 

One class of independent merchants is on the defensive, 
aother is taking the offensive, and a third is compara- 
tively secure because it caters to people who want quality 
goods and services not provided by chains. The plight 
of the first class is largely attributed to the fact that they 
are “shopkeepers” rather than “merchants.” They refuse 
to modernize their methods, expect patronage for senti- 
mental reasons, have little capital and expect wholesalers 
to extend unlimited credit. 


_ The second class pursues various methods. One method 
Is to organize and carry on propaganda through advertis- 
ng and by radio to convince the public that money must 
be spent and kept in each community for the good of 


* Newport, New Hampshire; Bellows Falls, Vermont; Framingham, Massa- 
shusetts; Danville, Virginia; Anderson, South Carolina; Tallahassee, Florida; 
' , Mississippi; Shreveport, Louisiana; Greencastle, Indiana; and 
(Ta Ta ieinnesota. A supplementary study was made of a small town 
ee innesota, population 200) “to catch the spirit of the real small 

Merchant whose trade is rapidly going to the near-by cities of 5,000 

‘ause of the pull of lower prices and the convenience of the automobile.” 
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local business and of home institutions. For example, the 
Merchant Minute Men’s Association, composed of about 
50,000 business men in all parts of the country, operates 
at an expense of about $80,000 a year and uses radio 
station KWKH as its chief medium of expression to 
oppose the chain store. The investigators state that there 
are about 350 organizations devoted to propaganda for 
developing patronage of independent local stores. 

Some independent stores are not only revising their 
methods of buying and merchandising individually in 
order to compete successfully with the chain stores but are 
joining organizations which give them further advantages 
along these lines. For example, 14,000 stores are mem- 
bers of the Independent Grocers’ Alliance, which carries 
on collective buying and advertising, supervises the re- 
modeling of stores, and introduces new methods of mer- 
chandising. This practically puts the members on the 
same basis as chain stores except that they bear much 
greater responsibility and risk. Since only the more pro- 
gressive independents are invited to join, the others are 
faced with a competitor quite as powerful as the chain 
store. 

Wholesalers and manufacturers are also taking active 
measures to assist independent stores to survive by better 
merchandising and advertising. They are also interested 
in putting themselves in a position to combat the buying 
pressure of chain stores. “In Newport, New Hampshire, 
an independent merchant operating a variety store has a 
connection with a New York jobber who not only sends 
him all of his merchandise, but, what is just as important, 
keeps him in touch with the latest business methods. The 
arrangement is proving to be very satisfactory and there 
is little doubt that it is a big factor in the merchant’s 
success.” Thus, the very nature of the defense measures 
employed “points to the ultimate triumph of the chain 
principle.” 

Pric— COMPETITION 


The effectiveness of the competition created by the 
chain stores is in lower prices offered to the consumer. 
In the grocery field the investigators found by a compari- 
son of prices on 124 standard items that the chain stores 
were 7.3 per cent lower than the independents in the 10 
cities studied. “In canned goods more than 400 different 
brands were recorded, and the chain stores showed an ad- 
vantage of 11 per cent. This latter average figure, how- 
ever, includes brands carried by independents only and 
special chain-store brands, whose quality cannot be com- 
pared. On a few articles not much in demand we find the 
independents often as much as 20 per cent higher than 
the chains.” The prices of the independent credit stores 
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in all the cities combined were nine per cent higher than 
the chain stores. 


Since the chain store sells for cash, it can pay cash 
when it buys and thus obtain discounts. Even a two per 
cent saving made thus on groceries is not a small item 
when capital invested is turned over 12 times a year. 
Another important saving comes from direct buying and 
buying in large quantities. “The retailer can get from 
the manufacturer the same ten per cent reduction that the 
jobber receives, and the old-time jobber is being squeezed 
out.” Of course discounts can also be obtained by inde- 
pendents who have the necessary financial strength and 
they have the advantage of “being free of the chain 
organization of presidents, vice-presidents, buyers, and 
superintendents. This superorganization costs chain 
groceries from two and one-half to three per cent, and 
dry-goods chains about five per cent.” 


In buying, however, much depends on skill in bargain- 
ing and knowledge of quality as well as keenness in judg- 
ing business prospects and in knowing the proper time to 
buy much or little. If the independents are to be able 
to compete with the chain stores in this respect they must 
be able to command the services of well qualified men. 


The chain stores are frequently in a position to use 
quantity buying to obtain disproportionately low prices. 
“Special discounts are often given to a concern which 
takes one-fourth, three-quarters or perhaps the entire out- 
put of a factory for a period of time.” Furthermore, it 
is not unusual for the manufacturer to reward the “big 
buyer” by a gift of free goods. In order to avoid the 
accusation of selling at varying rates he “charges up this 
gift to advertising and no one is the wiser. Some manu- 
facturers give what they call ‘confidential discounts,’ which 
are simply secret price reductions to quantity buyers. One 
of the largest textile factories in the South held to a uni- 
form price for all buyers until last spring. At that time 
an order of 2,000 cases of sheets went to another factory 
because this concern refused the demand for another 
seven and one-half per cent discount.” Soon aiterward 
the company made the concession and orders came in 
again. At about the same time wages at the mill were cut 
ten per cent. The farmer pays by taking a price cut on 
his cotton. In some cases the chain stores have even 
become their own manufacturers and packers. ‘One 
grocery chain now has three immense subsidiary compa- 
nies engaged in preparing its products.” 

Some manufacturers, however, are in a position to with- 
stand the buying pressure of the chain stores. Those who 
produce superior quality goods and specialties find their 
market elsewhere. Others refuse to deal with chain stores, 
fearing price dictation once they have opened an account 
with them. Some refuse the chain stores any special con- 
cessions and create a demand for their products by na- 
tional advertising. Until recently this policy left the chain 
stores no choice but to carry certain popular brands re- 
gardless of price, but the chain stores are now engaged in 
building a demand for their own brands which may de- 
cidedly cut into or replace the demand for popular brands. 
In this connection the chain store has the advantage of 
mass advertising, for a single “ad” can be used to tell 
about a store and all its leading products. 


Chain stores are usually able to pay much higher rents 
than independents and thus to obtain the best locations. 
True, the investigators concluded that in most towns rents 
paid by the chains are exorbitant; but, since location is a 
decided advantage, long time operation in a growing com- 


munity and an increasingly large volume of business may 
more than offset the higher rents. 

Other advantages of the chain stores are the result @ 
their ability to buy the services of the most capable man 
agers to head up the entire enterprise. This is particularly 
important not only in connection with buying but in mer. 
chandising on the principle of a large volume of business, 
a rapid turnover of capital and a small margin of profit 
Centralization of authority under superior management 
makes possible the application of expert supervision to 
each store. In so far as the chain store managers and 
employes can be induced to follow the best known prac. 


tices in merchandising it is possible to excel in service 
and low costs. 


MANAGEMENT AND LABOR 


The investigators point out that it is pertinent to in 
quire how much of the competitive advantage of chain 
stores is to be attributed to the salaries and wages paid 
to store managers and employes. In chain groceries wages 
of men clerks usually range from $12 to $17 or $20 per 
week. Occasionally an exceptionally good clerk gets $25, 
The average in 13 chain grocery stores was $19 per week, 
or about 20 per cent less than in independent stores. The 
managers average between $35 and $45 per week, which 
in most cases includes a commission of one per cent on 
gross sales. 


In limited-price chain stores, such as five-and-ten cent 
stores, the average wage per chain system was $11 pe 
week, but six of the 13 systems pay an average of $10 
or less. “The ‘green’ girls are usually started at $8 per 
week and can rise to $12 and, perhaps, in certain sectio 
of the country where a higher wage level prevails, to $1% 
or $14 per week. Occasionally a floor girl or a cashier 
will make as much as $20 or $22.” 


In ten chain department stores the average wage for 
girls is about $15.50, while independent stores in the 
same cities paid an average of $16.50 per week. At Little 
Falls, Minnesota, the average paid by the chain stores 
was higher than the average in independent stores. The 
men employes of the independent stores in the various 
cities are paid about 23 per cent more than the men in the 
chain stores. The investigators explain this difference a 
due to the fact that the men in the chain stores are put 
ting up with smaller wages with the expectation of be 
coming managers, a reward which the independent mer 
chants cannot offer. 


The managers of the chain department stores have ot 
the average a better opportunity financially than those m 
any of the other chain systems. The drawing accoutls 
of managers in the ten cities ranged from $30 to $35 pe 
week and commissions from one-sixth to one-third of né 
profits. 


Most of the chain store systems except the grocely 
chains have some kind of bonus system, which is usual 
a gift of $5 for each year that the employe has been wit 
the company. In one case where the bonus was one pt 
cent of the salary and two-fifths of one per cent of 
it ranged from $100 to $263. The chain department stort 
and a few of the limited-price chain stores give employs 
and their dependents discounts on purchases. This 8# 
common practice also among independent merchants. 

In general, chain store managers are directly responsib 
for wage rates. They are instructed to keep the overhea 
of selling cost as low as possible. Economies are f 
warded by promotion. Several managers of limited-pnt 
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stores admitted that their policy was to hire only girls who 
liye at home. 
e average hours per week worked were: in chain 
ries, 64; in limited-price chain stores, 53; in chain 


larly | department stores, 51; in independent groceries, 65; and 
mer- | in independent dry-goods and department stores, 52. Thus 
ness. the independent stores seem to work their help a bit longer 
roft, than the chain stores. Although the investigators report 
ment J that legal requirements for women are “followed quite 

rigidly,” they point out that the work of the chain store 


manager and his helpers “is only half done when the front 
door is locked.” In grocery stores the rule is that all must 
be in shape at night for tomorrow’s business. In variety 
and dry-goods department stores all counter changes must 
be done while doors are closed. Window displays must be 
ripped out and replaced by nine o’clock in the morning. 
Most of the chain store systems provide vacation periods 


to in- 

chain § tanging from one to two weeks. In this respect they make 
; paid somewhat more favorable showing than the independents. 
wages 

CHAIN STORES AND THE COMMUNITY 

$25.8 “As mass production has revolutionized American 
week, family life, so mass distribution is revolutionizing the com- 
| ke munity life of America. The local merchant gen- 
be : erally owns his own home. The town in which he secures 


a livelihood for his family is his permanent home. He 
takes pride in his community’s activities; he shows an 
active interest in the education and training of the youth 
of the town. He is considered one of the leading citizens, 
and is expected to lend his efforts toward the social, edu- 
cational, and religious advancement of the community. As 
is loyal and energetic type of citizen is being driven out 
his prominent position, another type of merchant takes 
his place. 

“The new man is a transient. He is merely a represen- 
tative of a non-resident group of stockholders, who pay 
him according to his ability to line their pockets with silver. 
He can hardly be classed as a merchant. He is told ex- 
atly what to do and how to do it. He simply takes his 
orders and does his best to carry them out. The better 
able he is to carry out orders, the better are his chances of 
being transferred to a bigger town, and this is his chief 
ambition, 

“In our survey of 10 cities we questioned 34 chain-store 
managers concerning the length of time they had occupied 
the positions they were then holding. In only 11 of the 34 
tases was it more than four years, and in 14 it was less 

two years. Only two managers had been appointed 

to stores in their home towns, and two others had taken 
the risk of purchasing a home for themselves. Since the 
N manager must be a puppet, he is hardly capable of 
oming a leading citizen of any town. His interests are 
tot with the people he serves, but in the financial returns 
of his store. Furthermore, his company prefers not to 
have him become too well acquainted. Bridge parties, ball 
games, and celebrations all have a tendency to distract 
Me's attention from business. During the entire 
t sil ae we were able to find but two chain organizations 
0 wich advised their managers to take an active, personal 

ert in community affairs.” 

Until recently chain stores ignored local demands for 
‘ontributions to community chests and chambers of com- 
merce, Store managers have been able to refer those re- 
Nesting gifts to headquarters. The policy of the com- 
mes seems, however, to be changing. “It is the policy 
Some chain stores to set aside a certain per cent of the 
es for community cooperation. This ranges from one- 


of 
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fourth of one per cent to three-fourths of one per cent of 
the total sales. One manager informed us that though 
he was advised to give one-half of one per cent, he usually 
held back half of that in order to increase the net profits 
of his store, on which he received a commission. More 
commonly, however, the manager holds the quota until 
Christmas, when he gives it in the form of goods, thereby 
increasing his volume of business.” 


The chain stores have been charged with destroying 
local enterprise and with transferring money from the local 
community to New York. It is complained that they do 
not own the property they use and thus do not pay their 
share of the taxes; that their receipts go to maintain an 
overhead organization outside the community and to pay 
dividends on investments in which the community has no 
interest. “The local bankers testify that most of the money 
which has been deposited on Saturday night is drawn out 
on Monday morning. We talked to two bankers this 
summer who had refused to handle chain accounts because 
the chains never left a balance in the bank. It is esti- 
mated that it takes a balance of $800 in the bank at all 
times to pay for the handling of a chain store account. 
It is now a common practice for banks to demand a balance 
of at least $1,000. This enables them to handle the chain 
accounts at a slight gain instead of at a loss. On the other 
hand, most of the bankers whom we interviewed agreed 
that the independents’ accounts were not profitable either. 
The increasing insecurity of the local merchants can, how- 
ever, be attributed to some extent to the incoming chains.” 

In this connection the investigators point out that 
seventy-five cents of every dollar spent for groceries, 
whether in chain or independent stores, must be sent out 
of town to obtain more supplies. Also, that, while chain 
stores in most cases do not own the property in which they 
do business, they pay high rents which contribute both to 
taxes and to the profits of real estate owners. On the 
other hand, inequities in taxation are complained of. “In 
Framingham, Massachusetts, the local merchants com- 
plained that they were being taxed $30 on every $1,000 
worth of stock by the city, while their more prosperous 
competitors were exempt from all taxes except the state 
corporation tax. The city’s share in this state tax is only 
50 cents on $1,000 of stock. Thus the local merchants 
are contributing sixty times as much toward city expenses 
as are the chain stores.” 

The larger part of the money taken out of town by the 
chains obviously goes to support the super-organizations 
and to pay net profits. It is estimated that net profits 
range from two and one-half per cent in the grocery busi- 
ness to 10 per cent in the clothing business. But the ques- 
tion is whether this is more than offset by the lower prices 
which the chain stores charge. How much of the saving 
to the community in lower prices can be attributed to the 
lower wages paid to employes must also be considered. 
Furthermore, the power of the chain stores to buy at dis- 
proportionately low prices may well reflect itself in re- 
duced wages of workers in other cities. But it should be 
kept in mind that purchases of organized independents 
who buy for cash and in large quantities may have the 
same effect. On the other hand, where mass production is 
carried on most efficiently, wages and profits can be high 
while prices remain low. Thus it is evident that there is 
an interrelationship between mass production and mass 
distribution, between employers and employes, and be- 
tween a community and other communities, which makes it 
more and more necessary to consider the functioning of 
the economic system as a whole. 
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CoNCLUSIONS 


The investigators conclude that the chain stores have 
demonstrated the economy of large scale distribution. The 
costs of the small independent merchant are almost 15 per 
cent more than those of the “big” independent, who is able 
to pay cash and buy in quantity. “The consuming public 
can hardly afford to pay for this economic waste in order 
to give a few more men an occupation. Mass distribution 
is inevitable. Whether the bulk of the business will fall to 
local or outside interests remains to be seen; but it is now 
time to consider the respective values of the two methods. 


“The amount of capital necessary to operate an inde- 
pendent retail business on a sufficiently large scale to ac- 
complish all necessary savings is becoming too large for 
one man to furnish. The owner of such a business is 
fortunate if he is able to keep the controlling interest. The 
remainder of the capital must be secured from successful 
citizens of the town, who buy shares with the expectation 
of receiving a fair financial return from their investment. 
To this class of men it matters little whether their two 
per cent profit comes from money invested in the coal 
mines of Colorado or in a grocery company in their own 
city. They spend the two per cent in much the same man- 
ner regardless of the source from which it comes. As long 
as a man has not a controlling interest he has little or 
nothing to say about the policies of the company in which 
he invests, and as soon as the company slacks up on divi- 
dends he is ready to withdraw his financial support. From 
the point of view of the shareholders, then, unless it is 
operated on a cooperative basis there is no special differ- 
ence between the foreign-managed and the home-owned 
store. However, there is one advantage in the latter. That 
is the place of the proprietor in the community. He re- 
ceives the same two per cent profit on his investment, but 
he also operates the store over which he exercises his con- 
trol. He feels a responsibility toward his customers, as 
well as toward his financial backers. He cannot escape 
the human interest which is always present when a man 
is dealing with old acquaintances and friends. But it must 
be understood that in so far as the two per cent profit is 
concerned, this sum serves the community about as well 
when it is drawn as dividends from outside industries. 
The future solidarity of the American community is 
chiefly dependent upon the genuine interest of its entire 
citizenry. Let us reiterate that the chain prin- 
ciple of distribution is economically sound. It cannot be 
retarded. We must accept the chain stores as a factor in 
our new age of efficiency and attempt to keep them under 
control. New policies of community spirit must be de- 
veloped. Hours and wages should be controlled, and the 
interests of the producer protected. In an age of greatest 
efficiency there must be but three main classes of people, 
the consumer, the producer, and a minimum number of 
citizens involved in distribution. The interests of all three 
must be given equal consideration.” 


National Unemployment Conference 


A national conference to consider permanent methods 
for combating unemployment through governmental and 
private agencies has been called by the American Asso- 
ciation for Labor Legislation to meet at Cleveland, Ohio, 
December 29-31. 


This meeting will bring together leading authorities on 
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unemployment problems, including representatives frag 
official state and city unemployment committees, [ 
group will meet in conjunction with the twenty-fourth @ 
nual gathering of the American Association for \ 
Legislation, which held similar unemployment conferengy 
in 1914 and 1921. Related organizations, including th 
American Economic Association, will participate in join} 
sessions. 
“The present unemployment crisis is a challenge 4 | 
American government and industry,” said Dr. John 3 
Andrews, secretary of the Association, in announcing th 
conference. “Are charity doles and hasty emergeny 
schemes the most intelligent response this country is abk 
to make to the tragedy of unemployment? There is i] 
permanent problem of unemployment, and it calls for, 
permanent constructive policy. The conference will om 
sider what preventive and remedial measures governmett 
and industry can and should undertake.” 


Many prominent experts on unemployment problems 
have already indicated that they will attend the confer 
ence. Among those who will speak are Senator Robert, 
Wagner of New York, on “Unemployment—a Nation 
Issue”; Bryce M. Stewart of the President’s Emergeny 
Committee, “What We Knew Currently about Unemploy. 
ment in 1930”; Whiting Williams, “What’s on the Work 
less Worker’s Mind”; Leo Wolman, “An American Pla 
for Unemployment Insurance”; Florence Thorne of th 
American Federation of Labor, “Technological Unem 
ployment”; B. C. Seiple of the Cleveland City-Stae 
— Service, “Public vs. Private Employmeti 

ces.” 


The Scientist’s Greatest Obstacle § 


On October 22, 1930, at a meeting of the America 
Society of Mechanical Engineers held in New York Ci 
Georges Claude, famous French inventor of the comme 
cial process of liquefying air and of the neon light, am 
plained his method of manufacturing power by utiliziy 
the difference between the temperature of water at i 
surface and at the lower depths of the sea. 


In comparing the difficulties which he encountered i 
overcoming the forces of nature with those he expe 
enced in dealing with human beings, he said: 

“We had hardly uttered our proposition when prote 
tations and objections fell on our heads like hail. 

“First of all, so extremely low is the pressure of sagt" 
steam that everybody doubted its being utilizable. Deg” 
sides, dissolved gases constituted an impediment that malj 
critics delighted to present as insuperable. Others é 
clared that it would be impossible to prevent the complet 
warming of the deep water during its ascent.” 

He concluded that his principal difficulty had been! 
dispose of the unfavorable comment “of all those Wi. 
prefer speaking rather than acting, of all those whit™, 
profession it is to criticize all that is new, to dishearlti™ 
all that requires audacity and self-confidence. In shd 
I revived once more the experience of my whole cattth 
which proved to me how much more difficult it is to Mi 
against man than against matter. So numerous, 90 @ 
cient today are the resources put at our disposal by nally. 
and by science that, in my opinion, material difficult tatus 
may always be mastered with some imagination and Pai. 
severance. But man—that is another business.” 
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